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Curl Saertie. Comme 


OLC 78-2271/1 
15 June 1978 


MEMORANDUM FOR: Comptroller 
Director of Personnel 


FROM i STAT 
ing ler, Coordination and Review Staff 


Office of Legislative Counsel 


SUBJECT : OMB Issue Paper "The Income Base for Calculating 
Federal Retirement Benefits" 


1. This is for your information - no action is required. 


2. The attached OMB issue paper was sent to Department 
of Defense, Civil Service Commission, and Department of State. 
for comment and response, CIA is not involved. Bob Hull, 
Foreign Service Retirement Specialist at State alerted us 
to the paper and sent a copy. 


3. I called Hilda Schreiber, Retirement Specialist at OMB, 
who for many years has been involved in CIARDS matters. She 


4. Schreiber said she would keep us posted as to how this 
matter develops and strongly suggested that we "stay out of it" 
at this time. 


Attachment: 
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Yhe Income Base for Calculating Federal Retirement 


Benfits 


As part of our annual internal budget review process, an 
issue paper was developed discussing the appropriate 
income base to be used for calculating Federal staff 
retirement annuities. As you know, most Federal 
retirement systems rely on the high average (such as the 
“high three" for the Civil Service Retirement System) or 
final salary as the income base to determine retirement 
benefits. The issue paper (Attachment A) describes 
possible inequities and inefficiencies of the current 
income bases and recommends an indexed career wage as @ 
more appropriate income base. 


The Director has agreed that OMB should conduct further 
analysis on the indexed career averege approach (and 
eiternative approaches) and report our results in the 
fall. We need your support in this effort. We would 
like your views on the original issue paper, your ideas 
on the best ways to further evaluate the alternative, and 
your estimate of costs to implement and support a revised 
income base measure. 

Attachment B lists the information and analyses we would 
‘need under one approach for further analysis. In 
addition to your views on the issue and suggestions, we 
would also appreciate your best estimate as to the: time 
and resources required to conduct the agency analyses and 
provide the data outlined in Attachment B. 


In order to meet our deadline, we need your views py eG AR t 
7, 1978. (We do not want the sample data outlined in 
Actachment B at this time). After reviewing your 

response, together with those of other agencies, we will 

share with vou the results of our review and discuss a 

plan for further analysis, 
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Proposed §% Plan a 
ee cennne ; i. 
Several analyses would be required for a complete 
evaluation of the proposal outlined in Attachment A. 
Agency contributions would include: 


. conducting some of the necessary analyses; and 


: providing data to OMB for use in other analyses. 
The following information appears necessary for a 
complete evaluation. : 


Agqencv Analyses 


ae The annual cost of maintaining a data base of 

emplovee wage histories sufficient to support the 

revised income base measure for your staff 
retirement system. For this purpose, assume that 
tne base commences with future pay data.and that the 
new income base is either: 

a. An average based on annual wages earned by each 
employee throughout the employee's entire career 
in government service. Each year's wages would 
be indexed by the Consumer Price Index (CPI) 
based on the year in which the employee left 
government service; or 


b. An average of the last 10 years of wages earned 
by each employee in government service. Each 
year's wages would be similarly indexed by the 
CPi 


Zs if vested members of the system wha leave oovernment 
employment prior to eligibility for retirement had 
their average career wages (under the options listed 
above) indexed to the vear in which they first 
receive retirement benefits, rather then the vear in 
which they left government service, what would be 
the additional outlay cost to the retirement system? 


os What "percentage. factors!" would be required.under : 
the options listed above to maintain roughly the } 
Sane annual outlavs for retirement benefits under 
“your staff retirement systen. ‘the current 
"percentage factors" for the major staff Systens are 
as. Drollows' 
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Civil service: 
1.5% x first 5 years of service or 
1.75 x second 5 years of service x income base 
2.08 x remaining years of Service 


Foreign service: 
2.08 x years of Service x income base 
Uniformed services: 
2.58 x years of service x income base 
Data Reguired for OMB Analyses 
ae ne ee TS 
Two randon Samples of complete wage histories (of at 
least 20 years in length) for recent (within the last 


Year or two) retirees would be needed, as described 
below, 


. 


Civil service and foreign Service: 


s Random Sample of 25 secretarial and/or technical 
employees' wage histories, 
» Random Sample of 25 Professional employees' wage 
’ histories, 


Uniformed Services: 


. Random Sample of 25 Personnel wage histories, 


. Random sample of 25 commissioned officers wage 
histories, 


046-2 
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